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7ALE CORPORATION 


Zale Corporation today is one of the 
nation’s largest specialty retailers. Its more than 
1,600 stores operate in the fields of jewelry, 
where Zale possesses the world’s leading retail 
group, as well as in footwear, drugs, budget 
fashions, sporting goods and home furnishings. 

Since its founding in 1924, Zale has 
established significant international operations 
for the service and support of its stores. Its 
diamond and jewelry purchases are conducted 
in several countries, and Zale has jewelry 
manufacturing and diamond cutting facilities in 
New York, San Juan and Tel Aviv, 

Although retailing comprises the vast 
majority of its business, the corporation is 
engaged in wholesale distribution of precious 
gems internationally and, to a lesser degree, 
military insignia, industrial and consumer 
electronics, and scientific optical equipment. 

ANNUAL MEETING OF 
SHAREHOLDERS 

Zale Corporation’s annual meeting will he held in 
the auditorium of the Zale International 
Headquarters building in Dallas on August 21, 
1975 commencing at 2:00 p.m. All shareholders 
are cordiallv Invited to attend. 
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PREFACE 

In the preface to our last annual 
report, /ale Corporation pointed to America’s 
approaching 200th birthday and noted that “We 
view our nation with the same combination of 
pride, confidence and optimism as we view our 
own future. For we arc acutely aware that our 
very existence reflects the opportunity this 
country has offered.” 

Despite the widely publicized difficulties 
of the past year, we at /ale believe in these 
sentiments more strongly today than ever. Much 
can change in a year, but America’s promise 
continues as before. No other peoples have the 
freedom we enjoy to create, to capitalize on 
ambition, to meet challenges, and to make 
progress. When we think of how tar America 
has come in 200 years, these are the elements 
which come quickly to mind. 

just as individual freedoms have spurred 
America’s growth, so have the opportunities 
given its business and industry under a system 
of tree enterprise. Out people and productivity 
have created the strongest eeonomv in the 
world. If we ever are to question that free 
enterprise works and works well, we need only 
look around us for the answer. Americans enjoy 
greater prosperin' than has ever been known. 


The)' produce and receive more goods and 
services than the people of any other nation in 
the world. The) are more influential in the 
marketplace than anv single force. And today, 
more Americans are the owners of our nation's 
corporations than at anv time in history. These, 
in a real sense, arc the results of our free 
enterprise sv stem. 

As we approach America’s Bi-Centennial, 
/ale Corporation will he conducting a special 
program with its employees. It is designed to 
encourage greater understanding of ail that 
freedom means to our continued development 
as a nation and to demonstrate the full 
importance of our economic system to all of us. 

We hope, too, that as America enters its 
third century, business, labor and government 
alike will reflect on the benefits America lra.s 
reaped from its free enterprise system. Then, 
working together in a spirit ol cooperation, we 
can all discover how much more this system can 
still accomplish in the years ahead. 


STOCK INFORMATION 


Fiscal 1975 


Fiscal 1 971 

4 3 


PRICES * 

Common Stock $15-10 13%-8 7 / 8 

Scries A Pfck $13-914 11%-8A 

High anil low hid quotation* for the quarter as listed 


I4A-10y 2 18 A-15V 8 I 8A-13A 

12-9 A 14 A-12 A EMC DA 

the Yew York Stock exchange. 


25 V I T>; 
I S A-12 A 


DIVIDENDS 

Common Stork $.19 .19 .19 .18 .18 .18 

Senes A Pfck $.20 .20 .20 .20 .20 .20 

Au annual dividend a oIm> fund tin the min finin's Idas'- H f .twnumt sftuk. which is nut jmhlh h traded hut is 
Crtliveiifh/e min tonnnon on a one jot tine basis. She tfh'idend , equnihngcnmMtiit dividend ftttMUhh. was paid hi 
stoHi iii jtsud 197-L ittHhiMhun tv one new share fin ever y 1 / Class It held with f rmlioiml ->iWes mewing f>V < cuh 
tush. /he formula was altered in fiscal 19 75 to an eqitftf flttvucitf of cash and s/nik, being 37 icnts , ash plus one 
new shaie fog enny 76 Class J> held and 17 t eith fin / 56 share. 


22 A I 7 A 
l HA-14% 


29 /*-] 
24 A-1 


.17 

.20 


YIELDS 


Common Stock 

% 6.1 

6.6 

5.8 

4.4 

4.3 

3.8 

3.4 

2.8 

P/E RA1 LO" 
Common Stock 

5.2 

4.7 

5.3 

7.0 

8.0 

9.1 

9.7 

1 1.1 


Calculated till prior fisted y ear net minings. 
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SUMMARY OF THE YEAR 


Zale Corporation’s results for the year 
ended March 31, 1975 were the second best on 
record, despite a severe economic slowdown. 
Revenues rose to $600.2 million from fiscal 
I974’s $571.1 million, while net income of 
$30.1 million, or $2.30 per share, compares 
with the previous year’s $31.3 million, or 
$2.40 a share. 

As fiscal 1975 began, Zale set its sights on 
continued growth in both sales and earnings, 
predicated on a stable, expanding economy. 
However, once deterioration in the economy 
became evident, the company shifted priorities. 
Because the small specialty store permits rapid 
implementation of change, decisive action was 
feasible. In a short period of time a stringent 
program of asset management and operating 
efficiencies was adopted. 

Inventories were controlled to raise 
turnover and relieve capital demands in the 
face of climbing interest rates. Receivables and 
operating costs were kept in check, and all 
divisions began aggressive promotions. 

Through timely actions like these, Zale’s 
performance last year responded favorably, and 
today the company's financial condition is 
stronger than at any time in its history. In part, 
this reflects exceptional results from the firm’s 
most profitable divisions—in jewelry, shoes and 
drugs. Last year, as in the past, Zale built on its 
recognized strengths, adding 11 l new stores to 
its Zale Store, Fine Jewelers Guild, Butler Shoe, 
and Skillern Drug divisions. Zale currently 
operates 1,619 stores, from 1,612 a year ago. 

In divisions other than jewelry, shoes and 
drugs, new store expansion was deliberately 
restricted. Instead, emphasis was placed on 
strengthening overall performance of existing 
operations. Where improvement can be 
achieved by closing marginal stores, Zale has 
both the resources and financial latitude to 
move fast in terminating them. Last year Zale 
purpose!) sacrificed $25 million in sales through 
the closing of 147 stores, and discontinuance of 
certain merchandise lines. Profitability rates 
have benefited as a result, and further 
improvement is anticipated for fiscal 1976 based 
on each division's potential. 


Zale’s ability to continue doing well on 
many fronts during a difficult year is, in large 
measure, a tribute to the discipline, 
perseverance and enthusiasm of the 
corporation’s 17,000 employees. Their ability to 
rapidly assimilate new programs and controls 
led to greater efficiency and productivity levels 
which Zale is determined to maintain. 

With these efficiencies, Zale was able to 
reduce by $55 million its short term debt over 
the year’s final four months. Additionally, the 
fact that the company’s commercial paper 
rating was raised to Prime I status contributed 
to reduced interest cost and the availability of 
financing to the company. 

Over the year, Zale’s interest expense 
nevertheless was about $4 million more than in 
fiscal 1974, some $1.6 million of which can be 
traced to high interest rates as opposed to the 
level of borrowings. 

From September 30 to March 31, the 
company cut its merchandise inventory by 
approximately $22 million, as compared with a 
$6 million increase in fiscal 1974’s 
corresponding period. During the period from 
December 31 to March 31, accounts receivable 
were reduced by $25 million compared with a 
$15 million reduction in the corresponding- 
prior year period. In addition, Zale’s profits last 
December were greater on sales of $116 million 
than in the previous December, when sales were 
a record $120 million. This is attributable 
entirely to more effective management of 
inventories, accounts receivable and expenses. 

As it moves into fiscal 1976, Zale 
Corporation is fundamentally optimistic about 
prospects for retailing and the economy for the 
latter part of the year. The corporation will 
nevertheless concentrate on opportunities to be 
gained from its own strengths in the year 
ahead. Capital investment and overall effort will 
be committed primarily to the development of 
areas of its business that are most profitable and 
have the greatest growth potential. 

just as it acted quickly in coping with the 
downturn, Zale expects to move with speed and 
efficiency in capitalizing on economic recovery 
as it occurs. 
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CONSOLIDATED STATEMENT OF EARNINGS 


Years Ended March 31 1971 

REVENUES: 

Nei sales .$40 1,830,026 

Oilier revenue. 1 ) . 2, 862,7 28 

404,692,754 

COSTS AND EXPENSES: 

Cost ot goods sold (including buying 

and occupancy expenses). 270,562,367 

Adrninistnative, publicity and selling 

expenses (less service and interest charges on 

customer'!,' accounts). 95,035,677 

Provision for doubtful accounts. 2,852,127 

Interest expense . 3,390,734 

Contribution to employees’ profit 

sharing plan . 2,800,000 

374,640,905 

EARNINGS BEFORE INCOME TAXES AND 

EXTRAORDINARY ITEMS. 30,051,849 

INCOME TAXES: 

Curi era ... 11,138,869 

Deferred . 572,631 


EARNINGS BEFORE EXTRAORDINARY ITEMS 18,340,349 

EXTRAORDINARY ITEMS, NET OF TAX: 

Loss on sale of investment, net of 

federal income tax ($324,581) . — 

NET EARNINGS (Net earnings applicable to 

-- .... M ___ _:_1 ~ 47 \ O Q At\ "2 A(\ 


common and common equivalent shares). $ 1 8,340,349 

Primary earnings per share (Note A): 

Before extraordinary items. $1.46 

Extraordinary items . 

Net earnings. $ 1.46 

Cash dividends per share (Note C): 

Common . $ .64 

Class B Common. 

Average Primary shares outstanding . 12,537,809 


1972 

1973 

1974 

1975 

$453,559,103 

$499,122,938 

$571,145,491 

$600,225,375 

3,805,139 

4.466,836 

9,694.84 7 

6,786,007 

457,364,442 

503,589,774 

576,840,338 

607,011,382 

299,944,434 

327,032,513 

372.031,696 

387,148,800 

112,331.333 

122,288,516 

135.481,916 

147,537,984 

2.013,681 

2,694,796 

3,990,509 

5,613,965 

2,672,174 

2,352,852 

5,02 1,654 

9,139,850 

3,100,000 

3,750.000 

4,575.000 

4,300,000 

420,061,622 

458,1 18,677 

521,100,775 

553,740,599 

37,302,920 

45,471,097 

55,739,563 

53,270,783 

14,458,000 

1 5,608,425 

18,189,584 

19,732,915 

768,000 

3,065,575 

6,240.416 

3,397,085 

22,076,920 

3'77 97,09 7 

3 1.309,563 

30,140,783 

( 855,712) 




$ 21,221,208 

$ 26,797,097 

$ 31,3(19,563 

$ 30,140,783 

$1.71 

$2.05 

2.40 

$2.30 


— 

-* 

— 

51.64 

$2,05 

$2.40 

$2.30 

$ .64 

$ .66 

$ ,71 

$ .76 

— 

— 

— 

.37 

12,906,416 

13,095,196 

13.054,364 

13,127,513 


NOTES: 

A. Earnings per share; 

Primary earnings per share are based on the average 
number of shares of common and Common equivalent 
shares outstanding dui ing each jear, adjusted for poolings. 
For this purpose, all ( lasses of stock outstanding are 
considered to be common or common eqtm alents. Also 
included aie the number ot shares issuable on the exercise 
of stock options which are dilutive (ic: where the option 
price per share is less than average market price) after 
reduction for shaies assumed to have been purchased with 
the proceeds. Fully diluted tannings pet share arc not 
shown since the dilutive effect is not material. 

H. Acquisitions: 

In October, 1971, /.inik Sporting Goods Co. was 
acquir ed in exchange for 28,000 shares of Common Stock 
and in September, 1972, /ell Bros., Inc. was acquired in 
exchange for 108,000 shares of Common Stock. These 
acquisitions have been accounted lor as poolings of 


interests. Accordingly, the accounts of/.inik have been 
combined with (hose oi /ale for 1971 and 1972 and the 
accounts of /ell combined lor 1972 and 1973, Because oi 
the immater iality of/elks figures, periods prior to 1972 
lime not been restated. 

C. Ihvtdrmfx' 

In lieu of (ash dividends, the holders of Class B 
Common Stock received stock dividends during each of the 
four (foal years 197] through 1974 as follows: 1971-—1.9(7: 
1972—1.7(7; 1973—1.6G : and 1974—-3.2(7. During fiscal 
1975 the dividend on the Class B Common Stock comprised 
a cash dividend of 37 cents per share plus l/56th share ot 
Class B Common Stock. 

/). Sen’ice and nitems! thorgen 

Sci vice and interest i lmrges on customers’ charge 
accounts tor the five sears ended March Bl, 1975 were: 
1975—$15,800,000: 19/4— $1 1,400,000; 1 973—$9,300,000; 
1972—$8, 100.000 and 1971 —$7,300,000. 
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MANAGEMENT DISCUSSION AND ANALYSIS OF CONSOLIDATED EARNINGS 

ADMINISTRATIVE, PUBLICITY AND SELLING 


NET SALES 

For the year ended March, 1975, total sales 
rose slightly in excess of 5 per cent. This consisted of 
a sales increase in the Jewelry divisions of 4 per cent, 
in the Shoe divisions of 11 per cent, in the General 
Merchandise divisions of 5 per cent, and a decrease in 
the Wholesale divisions of 5 per cent. It is also 
noteworthy that the effect on store dosings and 
discontinuance of certain merchandise lines resulted 
in the elimination of approximately $25 million in 
unprofitable sales. 

For the year ended March, 1974, sales rose 14 
per cent overall, comprising increases of 
approximately 1 8 per cent in the Jewelry divisions, 10 
per cent in Shoe divisions, 11 per cent in the General 
Merchandise divisions and 8 per cent in the 
Wholesale divisions. The effect in that year on store 
dosings and discontinuance of certain merchandise 
lines was less than $7 million. 

OTHER REVENUE 

Other revenues consist primarily of rental 
income and equity in earnings of insurance 
companies and foreign subsidiaries. The increase for 
the year ended March, 1975 was $1.09 million, due 
primarily to an increase in equity in earnings of 
foreign subsidiaries and insurance companies. 

The increase of $1.23 million in 1974 over 
1973 comprised approximately 60 per cent equity in 
earnings of foreign subsidiaries and 40 per cent rental 
income. 

COST OF GOODS SOLD 

The cost of goods sold for the year ended 
March, 1975 equated to 64.5 per cent of sales, an 
increase in gross margins of 0.6 per cent of sales over 
the prior year. The significant factors causing this 
increase were: 

T Discontinuance of unprofitable merchandise 
lines. 

2. A reduction in shrinkage by 0.1 per cent of 
total sales. 

3. An increase in profit from manufacturing 
operations of approximately 15 per cent. 

In 1974, cost of goods sold as a per cent of 
sales dropped from 65.5 per cent to 65.1 per cent 
resulting primarily from a reduction in merchandise 
shrinkage over the prior year, and the elimination of 
certain low margin product lines. 

The effect of inflation on inventories in either 
year is not considered to be significant. 


This classification includes salaries, advertising, 
credit, administrative and general expenses. Total 
expenses in this category rose 9.8 per cent for the 
year, reaching 25.5 per cent of net sales compared to 
the previous year’s 24.4 per cent. Well over one half 
of this increase is related to new stores. The Company 
instituted a vigorous expense control program during 
the third quarter. Expenses on a store-for-store basis 
were actually down for the period October, 1974 
through March, 1975. 

In fiscal 1974, these expenses equated to 24.4 
per cent of sales compared to the previous year of 
25.0 per cent. This drop as a per cent of sales related 
primarily to sales increases of over 14 per cent during 
this period, while certain costs did not accelerate in 
this proportion. 

PROVISION FOR DOUBTFUL ACCOUNTS 

The increase in this provision in 1974 and 1975 
results from increased sales and the economic 
conditions prevailing during that period. 

INTEREST EXPENSE 

The rise in interest expense during the past 
fiscal year was due to an increase in total average 
borrowings of slightly over $20 million. The average 
rate for the year was 2 per cent in excess of that in the 
prior year. The increase in average short term debt 
was primarily due to a corresponding increase in 
accounts receivable which averaged in excess of $20 
million more than the amount outstanding during the 
previous year. 

The increase in interest expense of $2.7 million 
for the year ended March, 1974, equates to a 
corresponding increase in total borrowings of 
approximately $15 million. During that year, the 
primary reason for the increase in debt was due to the 
increase in inventory. 

CONTRIBUTION TO EMPLOYEE PROFIT 
SHARING TRUST 

The Company makes a contribution to the Plan 
prior to fiscal year end based on 7 to 8 per cent of 
estimated earnings. For the fiscal year just ended, this 
expense ultimately computed to 7.47 per cent of total 
profit before Profit Sharing expense compared to 
7,58 per cent for the year ended March, 1974. 
INCOME TAXES 

An analysis of income taxes appears in Note 9 
of Notes to Consolidated Financial Statements. 
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Ladd mid Leased jntrln divisions, 
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(witling ret/sder i/f fine jntr/rx, 
enMtuturd ax (he eoi pond ion's 
priunjmt d/r/.diit) hist mi t. The (..add. 
si r, /»g "mn'itiffr trade" customers 
with mmt exclusive /enehx and gift 
iHrrehandise. grew la 20} stores and 
further substantial expansion is 
proposed for fiscal 1976. 


A REVIEW OF OPERATIONS 

Fiscal 1975 was a year that called for 
many specific, prompt actions on the part of Zale 
Corporation in dealing with the challenges of a 
troubled economy. How Z ale met the challenges , 
and its ability to perform , gave rise to many 
questions over the year at regular meetings with 
securities analysts and others. This year, the 
corporation’s annual report is presented to 
address the more frequently discussed questions in 
a manner which, we feel, will be informative and 
interesting for shareholders and those following 
Zale’s progress. 

Q. Looking back, how does management 
evaluate the past year? 

A. For Zale, as for most retailers, Fiscal 1975 
was one which tested both experience and 
ingenuity. Retailers able to continue doing- 
business at a relatively good level were 
largely those who, on the strength of past 
experience, saw the first signs of difficulty 
and responded quickly and effectively. 

High interest rates over the year made it 
costly to Finance large inventories and 
accounts receivable. Inflation and shortages 
made it necessary to compete for 
merchandise and combat rising expenses at 
the same time. Because of the way the 
calendar fell, there were also five less 
shopping days between last Thanksgiving 
and Christmas. Finally, the extremes that 
prevailed in so many areas became felt by- 
consumers. Pessimism and cautious 
spending resulted. 

These influences combined to 
abruptly change the retailing environment. 
Fortunately, Zale took steps to strengthen 
its position early and, by late September, we 
were well positioned for a tough, possibly 
lean Christmas season. 


Q. Briefly, what did Zale do to counter the 
economic deterioration? 

A. Three programs deserve emphasis. First, we 
balanced our inventories by imposing rigid 
Open-to-buy controls to insure that all 
divisions bought with caution. Next, we 
implemented tighter operating expense 
controls and sought to eliminate costs 
wherever possible. And third, aggressive 
store promotions were adopted, with all 
stores stressing Zale’s quality/price/value 
concept and customer service as never 
before. 

Through these and other more 
detailed measures, Zale sought to improve 
store effectiveness, as well as to make the 
money it spent more productive. We 
resolved to use less borrowed capital, 
significantly cut short term obligations, and 
increased our liquidity. 

Q. Did the programs produce measurable 
results? 

A. Benefits became apparent in the third 
quarter when, despite sluggishness in 
October and November and the consumers’ 
postponement of purchasing until 
Christmas week, Zale’s results for that 
period were its second best on record. 
Profits for December rose to a new high, 
even though sales were lower than for the 
previous December. 

Through timely exercise of controls 
over purchases and merchandise 
replacements, inventories rose less than 2 
per cent over Fiscal 1974, and this increase 
was primarily due to the addition of new 
stores and the larger selection of jewelry- 
items carried by many Zales Jewelers. 
Accounts receivable, after rising nearly 40 
per cent in the first six months, were cut 
back by year end to a 7 per cent increase 
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Butler's enjoyed a record year, 
fls customers looked to its Z'jfJejontuvto 
:ores far fashion, fjimhlf and &4f stifle 
prices. Evert in difficult markets, 
Butler’s (titild demonstrate that 
popular femkvmr and sound 
merchandising tan result in strong 
demand. Further expansion of Butler's 
h a fop priority for fiscal 1976. 



over fiscal 1974. Between November 15 and 
January 15 alone, Zale repaid $55 million in 
short term debt. Our interest expenses are 
expected to be lower in the year ahead. Last 
year’s interest expense cost was 17 cents per 
share higher than the previous year’s. 

Having installed its more strenuous 
operating controls, the corporation has no 
intention of relaxing them in the future. 

Q. What is Zale’s present financial position? 

A. With net worth of $292.3 million and long¬ 
term debt of only $23.8 million, from 
$270.9 million and $28.9 million 
respectively in fiscal 1974, the corporation’s 
financial condition is excellent. Working 
capital is $227 million and our current 
assets are $361.5 million, for a current ratio 
of 2.69. Our total bank line is $50 million, 
rising to $75 million in the Fall season. This 
should be ample to cover anticipated near 
term needs. The company may, however. 


consider additional long term debt, 
particularly since its long term debt to 
equity ratio is less than 1-to-10. Zale is 
extremely proud of the fact that the 
corporation’s commercial paper, amounting 
to an average outstanding for the year of 
$47 million, was accorded Prime I status last 
July, making: it one of a select number of 
companies in any industry last year to gain 
the rating which generally merits the most 
favorable interest rales and provides access 
to the finest sources of capital. Cash 
dividend pavments on Zale’s common stock 
were also increased in fiscal 1975 for the 
third consecutive year, to the annual rate of 
76 cents per share. 

Q. Would you outline Zale’s philosophy 
towards its operations and their 
expansion? 

A. Using its base as the nation’s leading jewelry 
retailer, Zale has carefully moved into 
segments of retailing where it believes its 









experience and skills can best be applied. Its 
success over the years results from detailed 
attention to the critical areas of people, 
stores, merchandise and selling. Zale’s 
method is to find a niche in the retailing 
scheme and develop it to the fullest extent 
possible, through stores that are efficient 
and designed to serve distinctive markets. 

Our philosophy is that Zale is not one 
large corporation, but a collection of smaller 
entities—namely, stores that are well 
managed and given considerable latitude to 
select their merchandise lines, and divisions 
that are autonomous and place a premium 
on motivation through personal reward. 
While Zale will no doubt continue 
developing as a specialty retailer in other 
fields, management is primarily concerned 
with the growth opportunities in its present 
businesses. The company has never 
deliberately planned acquisitions but, on 
discovering potential, it has also never 
hesitated to seize opportunities. 

A logical extension of the company’s 
new store program is its recognition of 
other stores which should be either dosed 
or relocated. Zale has a responsibility to 
study the dynamics of the marketplace and 
identify markets that are declining as well as 
those which are developing. The 
corporation does not open stores hastily nor 
without fully examining its alternatives. 
Consolidations of inventories and people, 
and moving stores to new locales can be just 




as vital as the opening of stores. We are 
constantly reviewing our stores with this in 
mind, and we have a tremendous flexibility 
to take remedial action. 

Q. Have store locations been a factor in their 
ability to withstand the economic 
pressures? 

A. Yes, and we have been fortunate that the 
majority of the corporation’s stores are 
situated in regions that are relatively 
dynamic and diversified economically. More 
important perhaps is the fact that major 
divisions have capitalized on new fashions 
and fads, which last year ranged from gold 
bars on pendants to platform shoes. Fine 
jewelry, too, is a lasting investment with 
enormous significance, and Zale has found 
that those are two factors rarely dampened 
by economic fluctuations. 

Q. Computers are vital in retailing today. 
How is Zale making use of this 
technology? 

A. Recognizing that computers will never take 
the place of people in Zale’s business, we 
have designed our computer programs to 
permit employees to spend more time with 
customers and less on many of the tedious 
aspects of store operations. By providing 
more detailed information on merchandise, 
and helping to speed the movement of 
merchandise so that we can capitalize on 
fashions, computers have become extremely 
helpful to Zale. Last year the company 



Celebrating a highly \uccessjul 
first anniversary last year urn the 
< orporalion's Aeroplex operation at 
Dallas ’Fort Worth Airport , the word's 
largest. Manager! by Ski Hern’s, the, 1 5 
stylishly designed Aeroplex units serve 
travellers with up to 2,500 items, 
ranging from tobacco and magazines tv 
perfume and costume jewelry. 



began installing Point-of-Sale (POS) 
equipment in all its stores, an ambitious task 
that was completed at the Shoe, Sporting 
Goods, and Catalog divisions. Through 
POS, management receives daily data on 
inventory levels, open-to-buy positions, and 
accounts receivable and sales analysis. 
Complete conversion to POS will take 
another three years, but its development is 
giving Zale new capabilities in the 
management and control of its human as 
well as its physical assets. 

Q. Could you explain the Crest program 
under way at Zales Jewelers stores across 
the country? 

A. Early in fiscal 1975, the Zale Store division, 
our largest with 604 units, made the 
significant decision to widen the selection of 
jewelry and gift items and to phase out 
small appliances, electronics, housewares 
and cameras in about 50 percent of its 
stores. This was due partly to the greater 
margins and turnover provided by jewelry 
and partly to the desire to upgrade the 
overall appearance and Teel” of these 
stores. By year’s end, the transition 
extended to 316 outlets, which are now 
classified as “Crest” stores. It is anticipated 
that the program will be concluded in 
fiscal 1976. 

1 n addition to elevating store 
performance levels, jewelry and gifts take 
up far less space to display and stock than 
appliances. The maximum utilization of 
store space is, of course, a primary goal in 
store planning. Because of the Crest 
program, when we look at prospective store 
sites today, we can select smaller spaces in 
even better locations, 

Q, With more expensive merchandise 
selections, has the Fine Jewelers Guild 
suffered due to reduced consumer 
spending over the past year? 

A. On the contrary, the Guild enjoyed its finest 


year since formation in 1945, growing from 
175 to 201 stores. Four of these are 
Bohm-Allen stores in Denver, which joined 
the division last Spring and represent yet 
another of the distinguished founding 
names in the Guild organization. Over the 
years, the Guild’s philosophy has been to 
serve middle and upper income customers 
throughout the nation, recognizing fully 
that its markets differ in their fashion, taste 
and fine jewelry requirements. Thus, items 
offered the “carriage trade” customer by 
Slavick’s in California may differ 
considerably from those in a Stowell’s store 
in Massachusetts. Both stores do, however, 
share reputations which are synonymous 
with taste, quality and contemporary 
fashion, and loyal customers in their 
respective cities. This autonomy to select 
and offer merchandise geared to individual 
markets has been essential to the Guild’s 
growth and success, both over difficult 
periods and in good times. 

Q. How did Zale’s investment in stores in 
England progress over the year? 

A. Extremely well. Though many trades in 
England were hit hard by economic slump, 
the retail jewelry industry bucked the trend. 
Profits of our stores for the year rose 
approximately 40 percent over prior year 
levels and, while one store was closed, two 
were opened, bringing the present total to 
26 Zales Jewellers and Leslie Davis stores. 
For fiscal 1976, further growth is projected, 
both through new store additions and 
greater market penetration. 

Q. What effects did the economic decline 
have on the Butler’s Shoe division? 

A. Even in the markets most severely hit such 
as Michigan, where Butler’s is very strong, 
the effects were minimal. In fact, Butler’s 
277 stores had an exceptional year, which 
can be traced directly to superior styling, 
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Z(de’s Sporting Goods division 
catered through tin year to a growing 
numbei of Americans who devote their 
leisure time to spoils. Located in major 
sporting markets, the division has 
added 30 stores over the last Jive years 
and was among the first to introduce 
specialized pro shops jar its < ustomers. 



merchandising and effective management. 
The division also continued its transition 
from older downtown locations into new, 
higher traffic shopping malls, and it 
introduced a wide variety of new shoe 
styles, fabrics and colors. Vital to the 
division’s goal of becoming a fashion leader 
in young women’s and children’s shoes is 
the competitive edge that comes from 
having a worldwide network of buyers. In 
fiscal 1975, the corporation also began 
operations in Brazil, where production at 
several shoe factories is dedicated to 
Butler’s. On the strength of last year’s 
performance, and after adding 24 new 
stores, which offset the closing of 24 


marginal ones, Butler’s is now well into the 
most extensive growth program of its 
history. 

Q. The Skillern Drug division has been a 
standout for several years. Did it do well 
last year, too? 

A. Presently operating 100 units in 26 Texas 
cities, Skillern’s has become the leading 
drug and sundries chain in the state. 
Continuing in fiscal 1975 as one of the 
corporation’s top performers in its return 
on investment, Skillern’s also entered a 
major new growth market with eight stores 
in San Antonio. All told, the division 
opened 12 new stores. Its 15 Aeroplex 











During th e year. Levi tie 
lontmtted cmphtixtung its m-ie budget 
fashion concept bx expanding 
metrhcmdise lines to offer major 
lending brands al < uMpetkwe prices, 
tota/ly restructuring store appearance 
arid adding three new stores. 
Considered well on its way to improved 
profit performance , the division is 
becoming a strung supplier jar the 
large xoung, middle income market. 



outlets at the Dallas/Fort Worth Airport 
recently completed their first year of 
operation with outstanding results. 

Q. Despite the economic climate, the 

popularity of participation sports should 
have been good for Zale’s Sporting Goods 
stores. Was it? 

A. Over the last five years this division has 
grown from 5 to 32 stores, and some of the 
cost of its development continued to be 
borne in the past year. We also felt the need 
to- make certain adjustments and 
refinements in our merchandising systems 
and other areas of our operations. Looking 
ahead, we are very optimistic about 


prospects for this area of retailing, which we 
believe offers dramatic opportunity. In spite 
of a soft economy, the leisure market is still 
relatively strong, and we look for rapid 
growth once the economy picks up. 

Q. How did Levine’s fare with its budget 
fashion concept? 

A. Economic conditions and the closing of 11 
stores restricted sales and profits for the 
year, but general acceptance of the budget 
fashion concept has been encouraging. The 
Levine Store division made definite strides 
in becoming a supplier of moderately- 
priced fashion merchandise for the young, 
economy-minded consumer, and all of its 
units are now operating under this concept. 











Sitgermmt's. while one of Tale's 
lesser known diinsUms. nnitimied to 
progress ns a wholesale maiheter of 
nutjoi consumer and electronic 
mrrchanduc- It also supplies Innont hit's, 
magnifiers, microscopes and 
Similar equipment to school distrids. 
hospitals. institutions and retailers. 
Sugermau's has developed significantly 
from being, originally, a supplier 
of insignia to post exchanges, a business 
in which it remains a leader. 



In its Home Furnish tags 
die own. the i oinpans has neaily a 
century of expertise m a highly 
competitive hnstue*'* fit karotk/n and 
Plantuwsks stares in Texas. / )ejtar ting 
from the traditional furniture stare 
caiucpt. it followed fiscal l u 7d\ 
opening of a new shine roam in San 
Antonio u'dh a huge new store in 
El PfiM), U'fttne retail space is (omhturd 
with heavily automated legamal 
warehouse fm ditin. 


During the year Levine’s adopted a 
new program of quality control and 
inspection for its ready-to-wear 
merchandise, which has resulted in 
improving styling and quality. Additionally, 
the division consolidated its operations into 
its service center in Dallas, a move expected 
to improve efficiency and profit. 

Q. Did the depressed housing market hurt 
your Home Furnishings division? 

A. Yes, as did the squeeze on margins created 
by materials shortages, rising costs and 
restricted credit. Housing starts slumped 
from a 2.4 million annual rate in early 1973 
to less than 900,000 units b) the end of 
1974, so demand for new furniture 
obviously suffered. Zalc is again fortunate, 
however, in that its Home Furnishings 
division serves a market where housing was 
not affected as much as in some other parts 
of the nation. 

We operate nine Karotkin stores 
throughout Texas, having opened a large 
showroom and combination regional 
warehouse in El Paso last year. Wc also have 
two Plantowsky stores in south Texas. 

All of these units reacted rapidly to the 
problems by adjusting inventories and 
cutting expenses, where possible. 

Q. Sugerman’s wholesale business covers 
everything from military insignia to its 
own optical and electronics products. Was 
this a successful mix last year? 

A. Sugerman, as perhaps the most noticeable 
portion of Zale’s wholesale operations in the 
United States, had an excellent first half. In 
the last six months it was impacted by such 
diverse factors as reduced armed forces 
recruitment, a very troubled mass¬ 
merchandising industry, and dramatically- 
reduced spending for home entertainment 
products. The changes precipitated in the 


industry recently have prompted Sugerman 
to enlarge its customer base. In so doing, it 
has had to cope with higher selling costs, 
which have been offset by controlling- 
inventories and consolidating some of its 
overhead functions, such as transportation, 
with other segments of the corporation. At 
the present time, Sugerman is exploring 
additional merchandise lines that have 
potential for its present customer base, 
including the post exchange market where 
it has long been a leader. 

Q. Retailing through catalog operations was 
considered a very promising area several 
years ago. From its own experience in this 
field, how does Zale view the catalog 
business? 

A. To Zale, the catalog store is simply one 
aspect of the business—one which should 
not be ignored provided the returns are 
commensurate with those of other- 
operations. In fiscal 1975, Zale’s Catalog- 
division continued to meet this criterion. 
Our strategy has been to develop 15,000 to 
20,000 square foot units in prime locations, 
and last year the division opened two new 
stores in Fort Wayne and one in Orlando, 
bringing its total to 15. The division offers 
over 6,000 items including appliances, 
sporting goods and electronic products 
through its O. G. Wilson catalog, distributed 
to some 600,000 persons annually. Its 
concentration, however, has been on 
retailing jewelry that is manufactured, 
assembled or imported exclusively by the 
corporation. 

Q. What was the role of Zale’s foreign 
operations during fiscal 1975? 

A. Zale benefited substantially from its new 
25,000 square foot plant opened in Puerto 
Rico the previous fiscal year. Up to 20,000 
rings per week were turned out by this 
facility, which in conjunction with the firm’s 
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diamond polishing facility in Israel, played 
a vital 5 ole in supplying ihe corporation's 
jewelry stores with attractively styled 
merchandise at the best possible costs. /ale 
also has contractors in India, which polish 
rough diamonds from its Antwerp office. 

An office in Switzerland furnishes watches, 
and various divisions are serviced from 
Hong Kong, japan, and since last year, 
Brazil. This integrated structure has 
provided customers with cost savings and 
controlled quality and has enabled the 
company to develop regular wholesale 
customers in many foreign nations. 

Q, Did gold price movements have any effect on 
Zale over the year? 

A. Gold prices ranged between a low of $140 an 
ounce and a high of S 1 do last year, the high 
being reached long after /ale's commitments 
for the year were made. Even so, gold 
represents such a small portion of a piece of 
precious jewelry set with gemstones, that 
fluctuations rarely have pronounced impact 
on the finished product’s price. 

Q. What are the present plans for store 
expansion? 

A. Capital spending commitments provide for 
nearly 140 new stores in fiscal 1976, costing 
$13-15 million. This is slightly under last 
year’s budget and reflects /ale’s policy of 
continuing its concentration on the most 
profitable divisions. As the transition from 


urban to suburban retailing continues, /ale 
will be phasing out more downtow n stores 
and recommitting its funds to new- malls. 

Q, How many new stores will be opened by 
each division? 

A. Because jewelry and shoe stores last year 
constituted more than 85 percent of 
corporate profits, we feel our funds are best 
employed in these retailing areas at present. 
Consequently, 60 stores are projected for 
the /ale Store division and 25 for the Fine 
Jewelers Guild, with Butler’s adding 
another 33 outlets. The Drug division will 
open 10 stores, and all remaining divisions 
will jointly gain a total of 10 more units. 

Q. Is management optimistic about the 
prospects for fiscal 1976? 

A. To be successful, every retailer must first be 
optimistic. But /ale’s business and retailing 
generally do seem on the verge of a 
material recovery. Inventory liquidations 
may well have run their course, and 
reordering of stocks would be an extremely 
encouraging sign. Fiscal 1975’s experience 
demonstrates, however, that /ale need not 
push for double digit sales gains in order to 
produce respectable profits. If the economy 
docs turn up by the Fall, as is widely 
anticipated, /ale foresees no real difficulty 
in showing a good profit increase for the 
coming Christmas quarter, which 
historically contributes about 55 percent of 
annual profits. 













10-YEAR SUMMARY OF PROGRESS 1966-1975 


Results for years ended March 3 1 * 

Net sales. 

Net earnings before income taxes . 

Income taxes 5 '* ..... 

Net earnings before extraordinary item. 

Extraordinary item. 

Net earnings . 

Net earnings applicable to common and 

common equivalent shares. 

Net earnings per share of common and common equivalents 

Before extraordinary item. 

After extraordinary item . 

Net earnings as percent of net sales . 

Cash dividends per share of Class A common stock . 

Total cash dividends paid on Class A common stock . 

Common and common equivalent shares outstanding 

Average balance ' : ’ . 

At year-end . 

Current ratio..... . ... 

Working capital. 

Stockholders’ equity. 

Stockholders’ equity per share of common 

and common equivalents . 

Percent return on stockholders’ equity. 

Capital expenditures . 

Property, plant, and equipment—net . .. 

Number of stores. 

Number of employees. 

Contribution to profit sharing fund . ..... 

Number of common stockholders . 


1975 

$600,225,375 
$ 53,270,783 
$ 23,130,000 
$ 30,140,783 
$ — 

$ 30,140,783 

$ 30,140,783 

2.30 

$ 

5.0 

$ .76 

$ 6,159,999 

13,127,513 

13,186,795 

2.7 

$227,056,931 

$292,356,956 

$ 22.17 

11.1 

$ 15,452,346 
$ 72,973,206 
1,619 
16,986 
$ 4,300,000 

11,171 


1974 

$57 1,145,491 
$ 55,739,563 
$ 24,430,000 
$ 31,309,563 
$ 

$ 31,309,563 
$ 31,309,563 

$ 2.40 

$ — 

5.5 

$ .71 

$ 5,741,033 

13,054,364 

13,134,122 

2.6 

$216,690,183 

$270,887,648 

$ 20.62 
12.7 

$ 16,402,502 
$ 66,903,830 
1,612 
18,660 
$ 4,575,000 

10,890 


1973 

499,122,938 

45,471,097 

18,674,000 

26,797,097 

26,797,097 

26,797,097 

2.05 


5.4 

.66 

5,346,158 

13,095,196 

13,048,083 

2.8 

186,374,034 

247,169,543 

18.94 
1 1.7 
10,781,583 
59,195,919 
1,554 
17,293 
3,750,000 
10,027 


' For years 1966 through 1969, data represent combination of March 31 fiscal year 
for Zale Corporation and December 31 fiscal year of Butler’s Shoe Corporation 
and subsidiary companies. 

: For years prior to 1969 income taxes are Federal income tax only. 

Based upon average shares outstanding during each year, adjusted for subsequent stock splits. 


16 






























1972 

453,559,103 

37,302,920 

15.226,000 

22,076,920 

(855,712) 

21,221,208 

21,221,208 

1.71 

1.64 

4.9 
.64 

4,867,846 

12,906,416 

13,045,319 

2.9 

174,382,970 

228,548,953 

17.52 

10.7 

14,722,998 

57,966,057 

1,496 

16,421 

3,100,000 

10,001 


1971 

401,820,026 
30,051,849 
1 1,711,500 

18,340,349 

18,340,349 

18,340,349 

1.46 

4.6 
.64 

4,560,525 

12,537,809 

12,601,738 

3.6 

165,477,517 

204,381,726 

16.22 

9.8 

15,429,500 
52,066,491 
1,382 
15,541 
2,800,000 
9,697 


1970 

384,172,196 

40.057,222 

16,787,000 

23,270,222 

23,270,222 

23,270,222 

1.90 

6.1 

.64 

4,893,289 

12,279,244 

12,383,797 

2.7 

149,564,792 

187,528,426 

15.14 
14.4 
20,334,945 
42,417,019 
1.281 
14,590 
3,200,000 
10,1 10 


J^969_ 

329,843,544 

37.166.237 
15,866,000 

21.300.237 
1,771,050 

23,071,287 

23,049,674 

1.87 

2.03 

6.5 

.61 

4,798,994 

1 1,365,252 
12,124,294 
3,4 

142,215,742 

161,499,647 

13.32 

21.8 

14,175,611 

26,564,158 

1,176 

13,640 

3,105,982 

9,494 


1968 

278,877,146 

27.186.649 
10,738,000 

16.448.649 
608,018 

17,056,667 

16,841,300 

1.58 

1.64 

5.9 

.53 

3,646,031 

10,299,185 

10,477,152 

2,7 

89,796,977 

97,703,183 

8.83 
20.0 
5,573,201 
16,809,141 
1,027 
11,496 
2,617,388 
6,582 


1967 

252,163,439 

23,050,561 

9,274,000 

13,776,561 

13,776,561 

13,557,058 

1.35 

5.5 

.45 

3,092,862 

10,047,430 

10,209,319 

2.8 

78,380,788 

82,296,061 

7.53 

19.6 

4,744,671 

14,565,590 

940 

10,629 

2,081,784 

6,248 


196 6 

214,747,644 
18,163,302 
7,088,715 
1 1,074,587 

11,074,587 

10,853,556 

1.11 

5.2 

.36 

2,543,147 

9,780,939 

9,961,401 

2.9 

67,873,950 

70,379,132 

6,49 

18.1 

5,076,432 

12,707,162 

860 

10,008 

1,681,212 

4,907 
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ANALYSIS OF SALES AND EARNINGS BY MERCHANDISE GROUPS 


Zale’s major lines of business and the approximate percentages of sales and operating 
profits attributable to them for the fiscal years ended March 31 are: 


1975 


1974 


1973 


1972 




%of 


% of 


% of 


% of 


% of 


% of 

Operating 

% of 

Operating 

% of 

Operating 

% of 

Operating 

% of 

Operatin 


Sales 

Profit 

Sales 

Profit 

Sales 

Profit 

Sales 

Profit 

Sales 

Profit 

Jewelry . 

54 

79 

54 

77 

53 

75 

52 

72 

51 

70 

General Merchandise . 

29 

6 

29 

9 

30 

11 

31 

12 

30 

14 

Shoes. 

13 

11 

12 

9 

13 

10 

13 

12 

13 

11 

Wholesale.. 

4 

4 

5 

5 

4 

4 

4 

4 

6 

5 


100 

100 

100 

100 

100 

100 

100 

100 

100 

100 


NOTE: The groups are comprised of several divisions as follows: 

Jewelry—Zale Store, Fine jewelers Guild, Leased Jewelry Department, Catalog, and Rose Jewelry Divisions; 
General Merchandise—Levine (Budget Fashions), Home Furnishings, Sporting Goods and Drug Divisions; 
Shoes—Butler’s and Discount Shoe Divisions; 

Wholesale—Wholesale Diamonds and Jewelry, Wholesale Marketing and others. 


Operating profits are those contributed by the various product lines without allocation of 
interest income, interest expense, profit sharing contribution, corporate general and 
administrative expense and state income taxes, since in the opinion of management any allocation 
would be arbitrary and would serve no meaningful purpose. Intercompany sales and profits have 
been eliminated from the above calculations. 

The company does not have any classes of similar products and services which 
contribute 10 per cent or more to total sales and revenues. 


CUSTOMER CREDIT 

Extend ing credit to customers is an essential part 
of retailing. The corporation’s credit sales during fiscal 
1975 equalled $233.5 million, or approximately 39 per 
cent of total sales as compared to $197.5 million or 
approximately 35 per cent for 1974. Customers’ 
balances were $118.9 million at March 31, 1975, 
compared to $108.4 million a year previous. Charges 
are made to customers utilizing credit in order that 
some of the costs of granting and maintaining the 

QUARTERLY SALES AND EARNINGS 


service can be recovered. In the past fiscal year, such 
charges amounted to $15.8 million, from $11.4 million 
in 1974, which went towards offsetting expenses. Direct 
costs attributable to the credit function include salaries, 
employee benefits, collection expense, interest expense 
and the write-off of uncollectible balances. The direct 
cost of credit operations exceeded service and interest 
charge income in both 1975 and 1974. 


Sales Earnings 

(thousands) _ _ (thousands) 


Quarter 

1975 


1974 


1975 

1974 

First.. . 

.... $146,389 

24.4% 

129,953 

22.8% 

$ 5,608 

18.6% 

$ 5,034 

16.1% 

Second. 

. . . 133,685 

22.3% 

121,793 

21.3% 

4,698 

15.6% 

4,542 

14.5% 

Third. 

.... 213,730 

35.6% 

218,892 

38.3% 

16,354 

54.3% 

17,606 

56.2% 

Fourth. 

.... 106,421 

17.7% 

100,507 

17.6% 

3,480 

11.5% 

4,128 

13.2% 

Totals. 

.... $600,225 

100.0% 

$571,145 

100.0% 

$30,140 

100.0% 

$31,310 

100.0% 
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STATEMENT OF CONSOLIDATED EARNINGS 


REVENUES: 

Net sales . 

Other (Note 1). 

COSTS AND EXPENSES: 

Cost of goods sold 

(including buying and occupancy expenses). 

Administrative, publicity and selling 

(less service and interest charges on customers’ accounts) 

Interest (Note ,?) . 

Contribution to employees’ profit sharing plan. 

EARNINGS BEFORE INCOME TAXES. 

INCOME TAXES (Notes I and 9). 

NET EARNINGS. 

PRIMARY EARNINGS PER SHARRJflote 1). 


Year ended March 31 

1975 

1974 

$600,225,375 

$571,145,491 

6,786,007 

5,694,847 

607,011,382 

576,840,338 

387,148,800 

372,031,696 

153,151,949 

139,472,425 

9,139,850 

5,021,654 

4,300,000 

4,575,000 

553,740,599 

521,100,775 

53,270,783 

55,739,563 

23,130,000 

24,430,000 

$ 30,140,783 

$ 31,309,563 

$2.30 

$2.40 


See notes to consolidated financial statements. 













CONSOLIDATED BALANCE SHEET 

ASSETS 

CURRENT ASSETS: 

Cash. 

Receivables: 

Trade. 

Other. 

Less allowances for losses on collection . 

Merchandise inventories (Note 1). 

Prepaid expenses. 

TOTAL CURRENT ASSETS . 

OTHER ASSETS, principally at cost (Note 1). 

PROPERTY AND EQUIPMENT, at cost (Note 1): 

Land. 

Buildings and leasehold improvements. 

Fixtures and equipment. 

Construction in progress. 

Less accumulated amortization and depreciation 


March 3 1 


1975 

1974 

$ 9,081,772 

$ 13,283,509 

118,917,111 

6,545,452 

108,388,048 

8,402,708 

125,462,563 

2,606,133 

1 16,790,756 
2,594,022 

122,856,430 

228,457,383 

1,186,590 

1 14,196,734 
224,483,674 
1,017,294 

361,582,175 

16,202,752 

352,981,21 1 
14,171,275 

4,281,933 

58,560,293 

41,099,859 

5,358,356 

4,045,374 

50,563,143 

37,194,262 

6.919*925 

109,300,441 

36.327,235 

98,722,704 

31,818,874 

72,973,206 

66,903,830 


$450,758,133 $434,056,316 


See notes to consolidated financial statements. 
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LIABILITIES AND SHAREHOLDERS' INVESTMENT _ March 3 

1975 

CURRENT LIABILITIES: 

Notes payable: 

Commercial paper. $ 33,950,000 

Other. 13,724,298 

47,674,298 

Accounts payable and accrued expenses {Note 2). 44,149,939 

Taxes, other than Federal income . 6,605,166 

Dividends payable. 1,733,765 

Federal income taxes (Note 1): 

Currently payable .. 5,699,886 

Deferred .. 25,673,034 

Current portion of long-term debt. 2,989,156 

TOTAL CURRENT LIABILITIES. 134,525^244 

LONG-TERM DEBT (Note 3). 23,875,933 

COMMITMENTS AND CONTINGENCIES (Note 6) 

SHAREHOLDERS’ INVESTMENT: 

Capital stock (Notes 4 and 5): 


Series A preferred, par value $1.00 a share (preference on 


liquidation $27,144,000 and $27,240,000 respectively) . 904,813 

Common, par value $1.00 a share . 8,493,700 

Class B common, par value $1.00 a share. 4,290,302 

Additional paid-in capital . 103,574,476 

Retained earnings (Note 3). 183,456,392 

300,719,683 

Less common stock in treasury (Note 7) . 8,36 2,727 

292,356,956 


$450,758,133 

See notes to consolidated financial statements. 


J_ _ 

1974 


$ 41,200,000 
6,157,5 05 
47,357,505 
48,941,409 
7,027,019 
1,643,596 

6,029,198 

22,275,949 

_3,016,352 

" 136,291,028 
26,877,640 


908,015 

8,358,108 

4,285,576 

101,439,416 

163,365,854 

278,356,967 

7,469,319 

270.887,648 

$434,056,316 
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STATEMENT OF CONSOLIDATED SHAREHOLDERS’ INVESTMENT 


Series A 
preferred 

BALANCE, March 31, 1973 . $ 933,451 

Net. Earnings. 

Conversions of Preferred and Class B 

common into common . ( 25,438) 


Cash dividends: 

Series A preferred. 

Common—$.7 la share . 

Stock dividend—Class B common 


BALANCE, March 31, 1974 . 908,013 

Net earnings. 

Conversions of Preferred and Class B 

common into common . ( 3,200} 


Cash dividends: 

Series A preferred. 

Common—$.76 a share . 

Class B common—$.37 a share 
Stock dividend—Class B common . . 
Class B common issued in acquisition 


BALANCE, March 31, 1975 . $ 904,813 


Treasury stock (Note 7) 

Par value . $1.00 

Shares authorized, March 31, 1975 . 3,000,000 

Shares issued: 

March 31, 1974 . 908,013 

March 31, 1975 . 904,813 


Capital sto ck _ _ Additional 


Com mon 

Class B 

common 

paid-in 

capital 

Retained 

earnings 

$ 8,273,725 

$ 4,213,884 

$ 98,666,874 

$141,434,446 

31,309,563 

84,383 

( 64,034) 

5,089 



135,726 

2,767,453 

( 731,383) 

( 5,741,033) 

( 2,905,739) 

8,358,108 

4,285,576 

101,439,416 

163,365,854 

30,140,783 

135,592 

( 133,032) 

640 



76,283 

61,475 

1,504,301 
630,1 19 

( 723,990) 

( 6,159,999) 

( 1,583,128) 

( 1,583,128) 

$ 8,493,700 

$ 4,290,302 

$103,574,476 

$183,456,392 

$1.00 

30,000,000 

$1.00 

12,000,000 



8,358,108 

8,493,700 

4,285,576 

4,290,302 




See notes to consolidated financial statements. 
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STATEMENT OF CONSOLIDATED CHANGES IN FINANCIAL POSITION 


SOURCES OF FUNDS: 

Net earnings. 

Depreciation and amortization. 

Provision for deferred Federal income taxes 

Funds provided by operations. 

Class B common issued in acquisition . 

Proceeds from long-term borrowings. 

Increase in notes payable . 

Decrease in cash . 

Increase in Federal income taxes .. 

Increase in accounts payable and accruals . . 
Other. 


USES OF FUNDS: 

Increases in: 

Receivables . 

Merchandise inventories . 

Cash . 

Investments. 

Property and equipment. 

Cash dividends and cash in lieu of fractional shares 

Decrease in accounts payable and accruals. 

Repayment of long-term debt . 

Purchase of treasury stock . 

Decrease in taxes, other than Federal income . 

Decrease in Federal income taxes .. 

Other....... 


Year ended March 31 

1975 1974 


$ 30,140,783 
8,676,715 
3,397,085 

42,214,583 

691,594 

316,793 

4,201,737 


796 ,424 
$ 48,221,131 


$ 8,659,696 

3,973,709 

2,031,477 
15,452,346 
8,469,661 
4,791,470 
3,028,903 
893,408 
421,853 
329,312 
169,296 
$ 48,221,131 


$ 31,309,563 
7,641,004 
6,240,416 
45,190,983 

21 , 000,000 

20,703,602 

906,571 
277,623 
620,567 
$ 88,699,346 


$ 31,585,486 
26,588,376 
2,082,607 
3,573,315 
15,348,915 
6,474,976 

1,719,014 
1,1 16,482 


210,175 
$ 8 8,699,346 


See notes to consolidated Financial statements. 







































NOTES TO CONSOLIDATED 
FINANCIAL STATEMENTS 


Years ended March 31, 1975 and 1974 

1. ACCOUNTING POLICIES: 

Principles oj Consolidation 

The consolidated financial statements include the 
accounts of’ the Corporation and all wholly-owned 
domestic subsidiaries, except that with respect to 
insurance companies, the net assets are included 
under other assets in the balance sheet and the net 
earnings are included in other revenues in the 
statement of earnings. Intercompany accounts and 
transactions have been eliminated. 

Two wholly-owned foreign subsidiaries, which 
are not significant in relation to the consolidated 
financial statements, are accounted for by the equity 
method. The investment therein plus undistributed 
earnings is included in other assets, whereas, earnings 
for the periods, net of foreign income taxes, are 
included in other revenues in the statement of 
earnings 

Businesses Acquired 

Operations of businesses acquired in transactions 
accounted for as purchases have been included in 
consolidated earnings and retained earnings from 
dates of acquisition, while operations of businesses 
acquired in transactions accounted for as poolings of 
interest have been included in consolidated earnings 
and retained earnings for all periods. The excess of 
amounts paid for businesses acquired over the net 
assets at dates of acquisition is being amortized over 
forty years. 

Merchandise Inventories 

Inventories are stated at the lower of cost 
(first-in, first-out) or market, which, as to 
merchandise in stores, is determined by the retail 
inventory method. 


Properly and Equipment 

The parent and its subsidiaries make annual 
provision for depreciation in amounts sufficient to 
write off the amount of depreciable assets over the 
estimated useful lives of the various classes of 
property and equipment. Provision for depreciation 
and amortization is computed on the sum-of-the- 
years-digits and straight-line methods. Amortization 
of leasehold improvements is based on the lives of the 
respective leases or the estimated useful lives of the 
improvements, whichever is shorter. Useful lives used 
in determining the annual charges for depreciation 
range from three to thirty-three years. 

Maintenance and repairs are charged to earnings 
and expenditures for betterments generally are 
capitalized. 

Accumulated depreciation at the time properties 
are retired or otherwise disposed of is applied against 
the gross asset values of such properties and the 
remaining net book value, less proceeds from 
disposition, is charged or credited to income. 

Federal Income Taxes 

Gross margin on credit sales is taken into income 
for financial reporting purposes at the time sales are 
made, whereas, this gross margin is deferred for 
Federal income tax purposes until collections are 
received. Provision is made in the accounts for 
Federal income taxes on such gross margin, including 
that portion deferred. 

The flow-through method is used m accounting 
for investment tax credits. 

Earnings Per Share 

Primary earnings per share are based on the 
average number of shares of common and common 
equivalent shares outstanding during each year, 
adjusted for poolings. For this purpose, all classes of 
stock outstanding are considered to be common or 
common equivalents. Also included are the number 
of shares issuable on the exercise of stock options 
which are dilutive (i.e. where the option price per 
share is less than average market price) after 
reduction for shares assumed to have been purchased 
with the proceeds. Average common and common 
equivalent shares used in computing primary 
earnings per share were 13,127,513 shares-—1975 and 
13,054,364 shares—1974. Fully dilutive earnings per 
share are not shown since the dilutive effect, is not 
material. 


24 


2.ACCOUNTS PAYABLE AND ACCRUED 
EXPENSE: 


1975 

Track- ;«. counr< payable . . . $30,735,605 

Accrued payroll . 4,359,064 

Due lo profit sharing . 2,000,000 

Other uramms payable and 

accrued expense. 7,055,270 

$44,149,939 


I 1J74 

$36343*347 
4.622,192 
2 . 100,000 

5.873.670 
$48.94 1, 109 


3. LONG-TERM DEBT: 


SEC Piomissorv note.$19,600,000 

oW/r Promissory notes. 4.200,000 

3 ! . -8LA Real estate notes. 3,063,089 

26,865,089 

Can rent portion . 2,989,1 56 


$23,875 ,933 


The 814% Promissory note due January 31, 1989, 
is payable $1,400,000 annually, interest to be paid 
semiannually. The 514% Promissory notes due 
January 3 1, 1978, are payable $675,000 (plus interest) 
semiannually. Among the requirements of the loan 
agreements are restrictions relative to limitations on 
debt, working capital, guarantees on loans, and the 
payment of cash dividends. At March 31, 1975. 
$43,134,000 of retained earnings were free from the 
restrictions of the agreements. 

The oT'-BLC Real estate notes are payable in 
monthly installments and have maturity date ^ ranging 
from 1979 to 1989. Net carrying value of land and 
buildings approximating $6,300,000 is mortgaged. 

The aggregate amount of long-term debt 
maturities for the first five years following March 3 1, 
1975 are: 1976—$2.989,356: 1977—$2,996,826; 
1978—$3,154,877; 1 979—$3,082,903; 1980— 
$1,586,906. 


4. CAPITAL STOCK: 

With respect to series preferred stock, dividends, 
conversion, liquidation and redemption provisions 
will be at rates determined for each series by the 


Board of Directors. Holders of Series A preferred are 
entitled to annual dividends of $.80 a share and in 
liquidation to receive $30.00 a share (plus unpaid 
dividends). The shares are convertible at any time 
into .80 shares (subject to adjustment under certain 
conditions) of common stock and may be called for 
redemption by the Corporation after September 11, 
1974, at $40.00 a share plus unpaid dividends. 

Class B common stock is convertible into common 
stock on a share-for-share basis and conversion of all 
such shares tnay be compelled by the Board of 
Directors at any time. 

Holders of common and Class B common stock 
are entitled to dividends as declared by the Board of 
Directors. Dividends may be declared on the common 
without dividends having been declared in that 
calendar year on the Class B common, but not 
conversely. The value of any dividends declared in 
any calendar year on Class B common (whether in 
cash or Class B common or both) shall never exceed, 
but may be less than, the value of the dividends 
declared on each share of common in that same 
calendar year. The value of any stock dividend shall 
be the fair value of the dividend shares as determined 
by the Board of Directors; and for the purpose of 
such determination, the value of Class B common 
shall be deemed equal to the value of the common. 

Shares of common reserved at March 31, 1975, 
for conversion as described above are as foliows: 


Series A preferred . 723,850 

Class B common ..4,290.302 


5.014.152 
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5. STOCK OPTION AND PURCHASE PLANS: 


Changes applicable to the Corporation’s officer 
and key employee stock option plans were as follows: 

Nun i her of com mo n sh a res 


Balance, 

March 31, 1973 . . 

Granted . 

Forfeitures and 
cancellations . 

Reserved 

. . 370,087 

Granted 

230,003 

314,680 

(325.603) 

Available 

140,084 

(314,680) 

325,003 

Balance, 

March 31, 1974 .. 

. . 370,087 

219.080 

151,007 

Granted . 


500 

(500) 

Forfeitures and 

cancellations . 


(10,175) 

10,175 

Balance, 

March 31, 1975 . . 

. . 370,087 

209,405 

100,682 


No options were exercisable at March 31, 1975. 


Options outstanding as of March 31, 1975, were 
granted at prices ranging from $18.00 to $37.25 
representing 100% of market value at dates of grant. 
Options may be exercised at any time after three 
years from date of grant, but not more than five years 
after such date. 

At March 31, 1975, 386,846 shares were reserved 
under stock purchase plans for sale to general 
employees. Purchase agreements covering 126,665 of 
these shares were outstanding at a price of $9.56 a 
share, representing 85 % of market value at the date 
of agreement. 


Minimum rental commitments (exclusive of taxes, 
insurance, and common area maintenance) payable by 
the Corporation for noncancelable leases in ef fect at 
March 31, 1975, are approximately as follows for the 
fiscal periods specified: 


1976 . 

1977 . 

1978 . 

1979 . 

1980 . 

1981-1985 
1986-1990 
1991-1995 
1 hereafter 


.$ 21,879,000 
19,927,000 
. 18,019.000 

. 16.338.000 

. 14,342,000 

. 52,271,000 

25,21 1,000 
5,831.000 
1,436,000 


$175,254,000 


Minimum rental commitments (exclusive of taxes, 
insurance, and common area maintenance) on 
noncapitalized financing leases were $4,763,000 and 
$3,678,000 in 1975 and 1974, whereas rentals 
contingent on sales under such leases were $813,000 
and $429,000 in 1975 and 1974. 

At March 31, 1975. the present value of 
minimum rental commitments under noncapitalized 
financing leases, as defined by the Securities and 
Exchange Commission, was approximately 
$28,200,000 and $22,100,000 lor 1975 and 1974. In 
1975, the weighted average of interest rates used in 
this computation was 7.9% . Interest rates in existence 
at the time of entering such leases ranged from 3.6% 
to 11% . If these noncapitalized financing leases had 
been capitalized, the impact on net earnings would 
not have been material. 


6. LEASE COMMITMENTS: 


The Corporation leases most of its retail space 
under leases which range generally from 5 to 15 
years. Many provide renewal options for consecutive 
one to five year periods. Exercise of such options is 
dependent upon continued satisfactory operations at 
the site. The Corporation follows the practice of 
discontinuing unprofitable locations. Income from 
subleases is immaterial. 

Rental expense included in the Statement of 
Consolidated Earnings is summarized as follows: 

1975 1974 


Base minimum rents— 
commitment beyond 

one year. 

Rentals based on sales. 

Rentals on lease 

uiiimiiimems ot one sear 
or less.. .. 

Equipment rentals. 


$ 19 , 371,000 

5 , 532,000 

4 , 827,000 

29 , 730,000 

849,000 

$ 30 , 579,000 


$17,400,000 

7.154.000 

2.459,000 
27.013,000 
74 8.0 UP 
$27,761,000 


7. TREASURY STOCK: 

Shares 

Balance, March 31, 1978 . 186,287 

Purchases (less employee 

awards—15 shares) . 49.68 5 

Balance. March 31, 1974 . 235,972 

Purchases (less employee 

awards—15 shares) . 85,085 

Balance, March 31, 1975 . 821,057 


Amount 

$6,352,837 

L 1 16,482 
7,469,319 


893,408 

$8,362,727 
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8. SHORT-TERM FINANCING AND 
COMPENSATING BALANCES: 

The Corporation obtains short-term financing 
through the issuance of commercial paper and under 
short-term bank lines of credit. At March 31, 1975, 
the Corporation had unused lines of bank credit of 
$40 million (bank lines are increased to $75 million 
during peak season from September 1 to December 
3 l). Outstanding commercial paper is supported by 
the unused bank lines of credit. 

Lines of credit generally require average 
compensating balances of ten percent of the line and 
ten percent of the usage, or in one case, twenty 
percent of the usage with a minimum of five percent 
of the line. Such balance requirements were satisfied 
by operating funds and float. There are no 
restrictions on the utilization of cash balances. 

During fiscal 1975, average short term 
borrowings were $53 million, reaching a maximum 
month-end balance of $81 million in November, 

1974. For the year, the Corporation paid a weighted 
average \ 0 . 6 % on short-term borrowings, 10.3% on 
commercial paper and 11,7% on bank borrowings. 

9. INCOME TAXES: 

The provision for taxes on income includes the 
following: 

1975 1971 

Federal: 

Cmrentlv payable . $18,096,580 $16,589,699 


Deferred . 3,397,085 6,240.416 

State . 1,636,335 1 .649,885 


$23,130,000 $24.430,000 

Investment tax credits allowable were not 
significant in either year. 

A reconciliation between the provision for taxes 
and the tax computed at 48% of earnings before 
income taxes follows (amounts are shown in 
thousands): 

1975 1974 



Amount 


Amount 

% 

Eai ning'' before 





income taxes 





at 48% . 

State income 

. $25,570 

48.0 

$26,7:85 

48.0 

taxes . 

1,636 

3.1 

1 ,650 

2.9 

Effect of filing 



separate tax 
ret urns ....... 

Other items. 

Provision foi 

. ( 808) 

. ( 3,268) 

( 1.5) 

_( 6.2) 

( 1,583) 

( 2,892) 

1 2.8) 

1 icl 

taxes . 

. $23,130 

43.4 

$24,430 

43.8 


Deferred income taxes result primarily from 
deferral of gross margin on credit sales. 


AUDITOR'S REPORT 


Board of Directors and Shareholders 
./ale Corporation 
Dallas, Texas 


We have examined the consolidated balance sheet 
of/ale Corporation and subsidiaries as of March 31, 
1975 and 1974, and the related statements of 
earnings, shareholders’ investment, and changes in 
financial position for the years then ended. Our 
examination was made in accordance with generally 
accepted auditing standards, and accordingly 
included such tests of the accounting records and 
Such other auditing procedures as we considered 
necessary in the circumstances. 

In our opinion, the aforementioned consolidated 
financial statements present fairly the consolidated 
financial position of Zale Corporation and subsidiaries 
at March 31, 1975 and 1974, and the consolidated 
results of their operations and the changes in their 
financial position for the years then ended, in 
conformity with generally accepted accounting 
principles applied on a consistent basis. 



Certified Public Accountants 


Dallas, Texas 
May 12, 1975 
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